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MONDAY, FEBRUARY 14, 1955 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON HOUSING, 
Washington, D.C. 
The subcommittee met, pursuant to call, in room 301, Senate 
Office Building, at 10:12 a. m., Senator John J. Sparkman (chairman 
of the subcommittee presiding. 
Present: Senators Sparkman, Lehman, Bush, and Payne 
Senator SpaARKMAN. Let the subcommittee come to order, please 
The purpose of the meeting this morning is to take evidence on 
and consider Senate Joint Resolution 42, to amend section 217 of 
the National Housing Act by increasing the authorization for FHA 
insurance. 
| beheve that is right, is it not, Mr. Cole? 
Mr. Cote. Yes. 
Senator SpARKMAN. The joint resolution will be made 
the record at this point. 
(S. J. Res. 42 follows: 
Res. 4 Sith ¢ 
JOINT RESOLUTION To amend the National Hi: A 
Resolved by the Senate and House of Representatives of the lt 


in Congress assembled, That section 217 of the National Housing Act, as amended, 
r oul **$1,.500,000,000, except that with the approval 


is hereby amended by striking 


; . — 
ed States o imerica 


of the President such aggregate amount may be increased by not to exceed 


$500,000,000” and inserting in lieu thereof ‘'S$3,.500.000.000”’. 

Senator SPARKMAN. We are glad to have with us the Administrator 
of the Housing and Home Finance Agency and the Commissioner of 
the Federal Housing Administration. 

Mr. Cole, will you proceed and tell us something about this? 


STATEMENTS OF ALBERT M. COLE, ADMINISTRATOR, HOUSING 
AND HOME FINANCE AGENCY; AND NORMAN P. MASON, 
COMMISSIONER, AND ALLAN F. THORNTON, DIRECTOR, DIVI- 
SION OF RESEARCH AND STATISTICS, FEDERAL HOUSING 


ADMINISTRATION 


Mr. Coir. Mr. Chairman, the statement which I have is very 
brief and general. Subject then to the committee’s approval I would 
like to read my statement and then ask Mr. Mason to reason his 
statement, and then submit to questions. 

Senator SpARKMAN. All right. 
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FP Mr. Corte. Mr. Chairman and members of the committee, | 
appreciate the opportunity to appear before your committee with 
respect to Senate Joint Resolution 42—a resolution to increase the 
FHA general mortgage insurance authorization by one and a half 
billion dollars. This authorization, contained in section 217 of the 
National Housing Act, covers all FHA insurance operations except 
the title I repair and improvement program. 

Legislative recommendations of the Housing and Home Finance 
Agency for this year will include a proposal to increase the FHA 
general mortgage insurance authorization by an amount sufficient to 
permit continuation of operations until June 30, 1956. However, 
there is not sufficient time for these recommendations to be completed 
and final action taken on them by the Congress before the existing 
mortgage insurance authorization is exhausted. Estimates indicate 
that this authorization will be exhausted about the middle of next 
month. The current rate of use of the FHA authorization reflects a 
——— increase in recent months resulting from the more liberal 
mortgage insurance terms provided in the Housing Act of 1954. In 
order to avoid a disruption of mortgage insurance operations, it is 
essential that the existing authorization be increased at the earliest 
possible time. 

In view of the imminent need for the increased authorization, the 
principal matter we have considered at this time is the amount of 


the increase we believe should be authorized to serve temporary needs 
beyond February. According to our best estimates the increase of 
$1%; billion, as would be provided by Senate Joint Resolution 42, 
would be sufficient to permit operations through approximately July 
of this year. The joint resolution would thus permit continuation 


of operations over a period which appears to be reasonably calcu- 
lated to give the Congress an opportunity to consider a S cdaniaal 
authorization increase to cover operations through the next fiscal 
year. Mr. Mason, the Federal Housing Commissioner, will further 
explain the need for the amount of increased authorization provided 
in the joint resolution. 

The Bureau of the Budget has advised that the proposed joint 
resolution is in accord with the program of the President. 

Senator SpaRKMAN. All right. Now, Mr. Mason, will you give 
vour statement? 

Mr. Mason. Mr. Chairman and members of the committee, I 
appreciate also this opportunity to discuss with the members of this 
committee the importance of an increase in the authorization limit 
for FHA to write home mortgage insurance during the balance of 
the current fiscal vear. 

We have had an unexpectedly large volume of applications for 
mortgage insurance and are currently rapidly nearing our legal limit. 
As you well know, in order that we do not put ourselves in a position 
where a commitment cannot be made we must limit our applications 
if we are near our ceiling, and we feel it would be unfortunate for 
this to happen at the time that the building industry is most active 
and making its plans for spring. 

The Housing Act of 1954 authorized FHA to insure under all the 
mortgage insurance programs until unpaid balances are $1,500 million 
more than the outstanding insured loans and outstanding commit- 
ments on June 30, 1954. The act also provided a cushion of $500 
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million, the use of which could be authorized by the President. * This 
latter action was taken on December 28, 1954. 

At the end of December, the estimated unused authorization was 
$603 million. Preliminary estimates show $393 million unused author- 
ization on January 31. The net use of authorization has averaged 
$260 million monthly for the period since September. Continued 
net use at this rate would exhaust the present authorization about 
mid-March. This will be the beginning of the spring peak in indi- 
viduals’ planning for home construction or home purchase and also 
at a time when servicemen are increasing their use of the new insur- 
ance program adopted for their assistance in 1954 and as the new 
program for urban renewal in our cities is just getting underway. 

Taking into account the seasonal increase in applications for mort- 
gage insurance during the spring months and also some increase in 
expirations of commitments, it is expected that monthly use of auth- 
orization will average about the same amount through June, or a 
total of slightly over $1,250,000,000 authorization to be needed 
through that date. 

Senate Joint Resolution 42 would have the effect of raising the 
available mortgage insurance authorization by $1,500,000,000. Com- 
bined with the $393,000,000 authorization unused at the end of Janu- 
ary, this would provide an aggregate available authorization of 
$1,893,000,000. The approximately $630,000,000 above estimated 
requirements provides only a reasonable reserve for a possible greater 
volume of applications than anticipated. It should perhaps be noted 
that the FHA program of mortgage insurance is a voluntary one in 
which the volume of activity is entirely dependent on the desires of 
builders, lenders, and home buyers. 

Including preliminary figures for January, FHA has received since 
July 1, 1954, applications for mortgage insurance covering 377,000 
dwelling units—207,000 units in new construction and 170,000 units 
in existing construction. Since August 2, these applications have 
been received under the terms of the Housing Act of 1954. During 
the remainder of the fiscal year, another 329,000 units in applications 
is expected. Since these advance estimates provide only for typical 
seasonal expansion of activity from levels of recent months, they 
may well be conservative in reflecting activity under the several new 
programs created by the recent legislation. 

Senator SPARKMAN. Thank you, Mr. Mason. Are there any 
questions? 

Senator Busn. I have some. 

Senator SPARKMAN. Senator Bush. 

Senator BusH. How much insurance is in force now, approximately? 

Mr. Mason. Mr. Thornton. 

Mr. THornron. $16,811,000,000. 

Senator Busx. $16,000,000,000? 

Mr. TuHornron. $16,811,000,000. That is against this authoriza- 
tion. 

Senator Busan. Do you have in mind what the total amount of 
insurance is that has been issued heretofore? Some of this has run 
off that has been heretofore issued, but what is the gross business 
that has been done? 

Mr. THorRNTON. $27,370,000,000. 

Senator Leaman. Is that the highest? 
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Mr. THornron. That is the total 

Senator SPARKMAN. That is the cumulative total? 

Mr. THornton. Yes 

Senator LEHMAN | understand that, but it has nevel been higher 
than that? 

Mr. THoRNTON. No, if has not. 
nator Busn. To what extent have you paid claims? Do you have 


ure in mind? 


thot § 


Mr. THorntron. That will take a little bit of figuring. Let me pull 
some numbers togethe! here, 


Senator Busu. Can you give us some idea as to how claims are 
inning? How have they run in the last year, or how are they run- 
ng now? Can you give us any general ideas about that? 

Mir. Cor Senator, do you mean delinquen les? 


Senator BusHu. Yes 

Mir. Mason. In a general way, one of the things we are interested 
hile Mr. Thornton is getting these figures which will be more 
te, is the rate of vacancies of apartment houses which is slightly 
higher, but only slightly higher. We felt it was important that we 
now What was happening. We conduct a survey annually at the 
last of March, but we felt it was proper that we keep track of it more 
than that, so we ran a sort of spot check and opinion survey 
he end of November and we found the vacancy ratio in apart- 

nents was up very, very slightly 

Mii ‘Thornton, what about the hicures on foreclosures? Are they 

any or down? 

\Mir. THornron. We have had some increase in project foreclosures. 
There has been only a very slight increase in home foreclosures. 
Excepting under section 903, the level of home foreclosures under all 
ol our programs has been very, very low. 

Senator Busu. And stable? 

\ir. THornron. Quite stable. We did have one group of home 
properties that was acquired during the course of this last year that 
Was in a subdivision that we had been nursing along for 3 or 4 years, 
and finally had gotten to the point where it had to be acquired. But 
excepting tor that one group subdivision of properties the level of 
home foreclosures has stayed quite stable and low. We have had a 
very minor increase in default levels 

Senator Busu. What do you do when you reacquire a subdivision 
like that? What happens? What do you do with it? Do you still 
have it? 

Mr. Mason. In the first place, we attempt to put that property in 
shape so that it will sell, and then attempt to sell it 

Senator Busu. Piecemeal? 

Mr. Mason. To individual buyers. Yes, sir. 

Senator Bus. How has that been done? Have you been pretty 
successful in getting out? 

Mr. Mason. It takes a little time and I am sure that project is 
not sold vet. 

Mr. THornton. That is right. 

Senator Busu. You are in the middle of it? 

Mr. Mason. Yes. But on single-family housing what little we 
get we turn over quite rapidly, and that is our intention. Now and 
again we get one where we do not, but in the main the single-family 
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housing we get we dispose of very quickly. We use the established 
real estate broker method of disposing of it and the ‘v find buyers for us. 

Mr. THornton. When we get a subdivision of properties such as 
this group we treat them as an entire development and dispose of 
them in either one of two ways: Either by selling them gradually, if 
the market will absorb them, and gradually working off the whole 
program; or, if they are suitable for organization into & project and 
for sale as a rental project, they may be organized that way and resold 
as a rental project. The FHA uses whatever systet m will least disrupt 
the market and get the best vield to the insurance fund 

Senator Lexman. Did I understand you to say when vou take over 
a subdivision you try to dispose of it as a unit, or as an individual 
thing? 

Mr. Mason. We prefer, Senator, to dispose of those as individual 
units, because we do not believe in selling to any one person and letting 
him make a oral reselling it. Occasionally we get one where the 
market demands it be operated efficiently as a rental unit instead of 
a sales unit, and there we might sell the project togethe 

Mr. THornton. That is right. 

Mr. Mason. But our general rule is in selling individual housing 
even if we take it in a project, to sell it in 
housing to individual buyers. 

Senator LEHMAN. When there is a foreclosure in this particular unit 
we are talking about, what is the situation with regard to the individual 
occupancy of houses? 

Mir. THoornrox. When we take over an entire subdivision, that is, 
the major part of a subdivision, it is as a rule a project which has been 
operated as a rental project, and that is the reason why we get a 
block of properties in one place. If there are occupants in that 
project then we would, in most instances, keep the occupants there in 
order to keep on collecting rental income. We then determine a 
management program with due regard for the fact that they are there 
and need to have some place to live. 

Senator Lenman. This particular project you are referring to | 
understand was a rental project? 

Mr. TuHornton. I believe so. I am not sure about the details 
that. 

Senator Lenman. Are the former occupants still in the homes as 
tenants under a rental agreement? 

Mr. THorntron. I cannot answer that. I do not know. I am 
sorry. We can check that and let you know. 

Senator Busu. May | ask another question? 

Senator SPARKMAN. You may go right ahead 

Senator Busu. In settling these claims you issue debentures. Is 
that right? 

Mr. Mason. Yes, sir. We do. 

Senator Busn. To what extent have they been issued heretofore, 
and how many debentures have been issued? Can you give us an idea 
of how many debentures have been issued? 

Mr. THornton. Yes. This answer will also cover your earlier 
question about claims. We have acquired properties under all of our 
various mortgage insurance programs through November 30, with 
total acquisition costs of $282,098 ,000, and virtually all of that amount 
would have been issued in the form of debentures. There will be 
some small cash adjustments. 


the form of individual 
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Senator Busn. Will you refresh my memory on what the terms of 
vour debentures are; what the length of the bond is, and the interest, 
and so forth? 

Mr. THornron. Yes. Each insurance program has its own 
debenture terms established in the law. 

Senator Busn. Yes 

Mr. THornton. Last year’s Housing Act standardized these terms. 
Prior to that time there were various terms. Some of the programs 
provided for 10-year debentures, and some of them for 20-year 
debentures, and some of them provided for debentures which would 

to a date 3 vears after the maturity date of the mortgage. 

In this last vear’s legislation, the Housing Act of 1954, all of the 
debentures were standardized at a 20-vear term. The ones that 
been issued to date, of course, differ in the way I have deseribed 
Senator Busn. None of them have matured? 

\Ir. THornron. Oh, perhaps a few of them have matured. Most 


his Vi 


of the debentures that have been issued have been subject to call. 
Senator Busu. Do they all bear the same rate of interest? 


Mr. THornron. Two and one-half percent makes up the great bulk 
of them. There are a few debentures that were issued on the basis of 
mortgages that were insured in the first 2 or 3 years of our operations, 


which carry a 3-percent interest rate, and there are also a few that 
carry 2% percent. Most of them, however, are 2%. 

Senator Busu. Are they, those debentures, traded in the open 
market? 

Mr. Trornron. They can be 

Senator Busu. I mean, are they? Is there a quoted market in 
them? 
Mr. THornton. I do not know of a quoted market, but they are 
Peicit d 

Mr. Mason. The rate on debentures under the new Housing Act 
is set each quarter, or some such period. 

Mr. Toornron. Each 6 months 

Mr. Mason. Depending on the rate that is paid on long-term Gov- 
ernment bonds at that time. The Treasury Department certifies to 
us what that rate of interest is. Currently debentures issued would 
be paid at the rate of 2% percent. We make a practice in Federal 
Housing Administration because of our cash reserve position to call 


t? 
t 


every callable debenture as soon as we can call it. 

Senator Busu. Is that debenture an unqualified obligation of the 
Treasury, or who exactly is the obligor? 

Mr. Mason. I believe that the FHA insurance fund has the pri- 
mary responsibility. I mean, it is our insurance funds, and it is sup- 
ported by the Treasury Department. 

Mr. Cour. That is right. 

Senator Busu. The Treasury has ultimate liability there under the 
law. Is that not right? 

Mr. Corer. That is right 

Mr. Mason. Yes, it has. 

Senator SPARKMAN. Let me be certain about that. Does the 
Treasury underwrite that bond or is its sole obligation underwriting 
the insurance reserve? 

Mr. THorntron. The debentures of FHA are all guaranteed un- 
conditionally as to principal and interest by the United States 
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Treasury. The insurance fund is, of course, primarily responsible, 
but the Treasury guarantees each debenture. As of January 31, 
out of some $280,000,000 of debentures authorized only $22,000,000 
was outstanding, and $32,000,000 remained to be issued. We have 
called practically all of the outstanding debentures. There are a 
few of the 3-percent debentures issued on the basis of early insurance 
which are not subject to call, and so we have to let them = uture. 

Senator Busou. Where would you get the money to pay for those? 
Out of your insurance reserves? 

Mr. THornton. Yes. 

Senator Busu. Out of the profits of FHA? 

Mr. Txornton. Current insurance premiums are the primary 
source of funds. Also we get fees and interest on our investments. 

Senator SpARKMAN. The $282,000,000 of debentures issued does 
not necessarily represent a loss, does it? 

Mr. THornton. No. 

Senator SPARKMAN. Because you work out a lot of that as you 
dispose of the properties, do you not? You issue the debentures as 
soon as you take over the properties, do you not? 

Mr. Mason. Yes, Senator, you are correct. 

Senator SpaARKMAN. Then as you work out that property you 
credit what you may get against the debentures you had to issue? 

Mr. Mason. Surely. The property is the primary source of recov- 
ery, and the insurance fund is only for that part where we may have 
made bad judgment in determining the loan originally, or where con- 
ditions may have changed so that ‘the loan was not a good loan. 

Senator SPARKMAN. Could you give us the figure 

Mr. Mason. Mr. Thornton would like to add something to that, if 
you do not mind. 

Senator SPARKMAN. Surely. 

Mr. THornton. By the end of November 1954, FHA had disposed 
of properties which had cost us a total of $127,800,000. Those prop- 
erties had been disposed of to give us a return of $119,000,000, so that 
the net loss on all of our various insurance funds at that date was 
$8,608,000, which constituted three-hundredths of 1 percent of the 
amount of insurance we had granted under our various programs. 

Senator SPARKMAN. That was the cumulative figure? 

Mr. THorntTon. That is the cumulative figure since 1934. 

Senator SPARKMAN. Since 1934? 

Mr. THorNTOoON. Yes. 

Senator SPARKMAN. It sounds like a good record. 

Mr. THornton. We had on hand at that same time, not yet dis- 
posed of, $154,000,000 worth of properties. 

Senator LeHman. I would like to get this clear in my mind. As I 
understand it, this additional $1,500,000,000 authorization now pro- 
posed, is to cover all FHA programs. Is that correct? 

Mr. Mason. Yes, it would, Senator. Except title I, the remodeling 
pgogram. 

Senator Lenman. I understand that. But have you made any 
allocation of these funds in these authorizations as between different 
programs? 

Mr. Mason. We now have no allocation. We formerly had numer- 
ous funds, but under the new Housing Act it is all together. 
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Senator LenmMan. | was wondering—and I do not know whether it 
ficially or unofficially, that is, whether it is a mental calculation 
or officially--whether you set aside of this $1,500 million a certain 
percentage for rental housing, or sales housing, or cooperative housing, 
or various other programs; or, whether it just all goes into a pot to 
v taken out as the need arises? 

Mr. Mason. That is the wav we do it. We put it all in the pot 


is ©O 


and take it out as the people of this country want one form or another 
of housing. We make our estimates, of course, in arriving at this, 
by programs; in arriving at the amount we request. We feel that it 
s more flexible if we leave it all together Sut then, of course, | 
suppose if we came right down to cases, we do in making our request 


for this amount, of course, arrive at that request by studying the 
record of each program and the apparent need of each program. 

Senator Leaman. As | understand it from your memorandum, you 
av since September the average monthly amount is $260 million 

Mir. Mason. That is correct 

Senator Leaman. Does that include all of the programs? 


Mii MASON Yes, it does 


‘e 


tor LenmMan. You have no breakdown on that as between the 
us programs? 

Mir. Mason. We have not. We can give it to vou. 

\Ir. THoornron. We can do it. but sinee the Housing Act of 1954, 
ve have been permitted to make a computation of the status of the 
authorizations for all programs combined; and, since we have 12 or 
more individual programs it is much more expedient to make the 
omputation for all the programs at once rather than individually. 

lLlowever, we can give you individual figures on each program, or on 
any one program. I have data on the volume of applications under 

ch program with me, if vou would be interested in those. 

The information referred to will be found in the files of the com- 


MItLLlee 


Senator Lenman. Yes. I understand from your testimony that 
s authorization of $1,500 million you believe would be sufficient to 
arry us through the balance of this fiscal year to July 1? 

Mir. Cote. Yes. That is correct. Through June. 

Senator SpARKMAN. Not the calendar vear. 

Mr. Coie. No. 

Senator Leaman. In other words, vou intend to come to Congress 
rain? 

Mr. Coie. That ts correct 
Senator LEHMAN. For another authorization for the next fiscal year? 
Mr. Coie. That is correct. 

Senator SpARKMAN. At that time you will include such funds as 
we may need for title I, the home-improvement program. You 
mentioned that in the first paragraph of your statement. 

Mr. Cote. Mr. Thornton advises me they have sufficient authori- 
zation for title I, the home-improvement program, and it will be 
doubtful if we will ask for it. 

Senator SPARKMAN. You mean, even for construction for the nek 
fiscal year? 

Mr. Coir. That is correct. 

Senator SpARKMAN. But it will be necessary to make a decision as 
to whether or not to extend title I. Does it not expire June 30? 


+} 
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Mr. Coxe. Oh, yes. 

Senator SPARKMAN. So when you come for additional authorization 
for FHA insurance looking into the next fiscal year you will have all 
of the suggested amendments relating to the whole program. Is that 
correct? 

Mr. Coir. That is correct. 

Senator SPARKMAN. Senator Payne, you have not asked any ques- 
tions. 

Senator Payne. I apologize first, Mr. Chairman, for not being here 
earlier. 

Senator SPARKMAN. We are glad to see you. 

Senator Payne. From what I have been able to hear thus far, and 
from reading the statements rather casually, it seems to me this is an 
essential request in view of the increased interest that has developed 
in the housmg program as a result of the 1954 legislation. Is that 
correct? 

Mr. Mason. That is correct. 

Senator SPARKMAN. Are the applications still maintaining a high 
level? 

Mr. Mason. They are. Yes. And they are running about 50 
percent new construction and 50 percent existing construction. This, 
Senator Payne, I might add is what we consider emergency legislation 
and was, therefore, brought up before our regular legislative requests 
would have been made to the committee. 

Senator Payne. In other words, you could not foresee the demands 
that would be coming here far enough ahead? 

Mr. Mason. No, and we are getting awfully close to this deadline 
too, and we would be out of authorizations to go on. 

Senator SpARKMAN. Is there anything further? Thank you very 
much, gentlemen. 1 understand no one else has asked to appear. 

Mr. Mason. Thank you very much. 

Senator SPARKMAN. By the way, while the committee is here, and 
while Mr. Cole and Mr. Mason are here, I may say that before we 
started the meeting I had a talk with both Mr. Cole and Mr. Mason. 
I told them that we would like at an early date to have perhaps a 
series of conferences dealing with different phases of the housing pro- 
gram in order that we might get information such as we got this morn- 
ing about the insurance program. | think it would be well if we could 
do that. 

I might say, too, quite a number of bills have already been referred 
to this subcommittee and I assume they have been referred to various 
departments for their reports. As soon as those reports become avail- 
able, | hope we can meet and dispose of them because we all know later 
on we will have a congestion of legislation. Therefore, I hope, as 
early as we can, to get through with as much of our work as possible. 

That will be all gentlemen, and thank you very much. 

(Whereupon, at 10:40 a. m., the hearing was concluded. ) 





